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*NSC Declassification/Release Instructions on File*
The purpose of this memorsndum is to reccamend the immedizte esta®lish-

ment of a Defense Foreign Fconomle Administretion (DFEA), tullt arcund the preszent

Eeonomic Cooperstion Adwinlstration sa & buse and embrecing in a single sgency

the opersting programs necessary to the executlon of an integroted forelgn sconomie

strategy. The memorsndum sets forth the ressoning vhich lesds te thls recomnenda-

tion, and suggests the degres to vhich eertein curremt progrrms should be ecngol-

4dated in DFEA,

The Precident hae emphasized the denger which threatens this nztion and
the free world, A National Emergency hes been proclaimed. HNatlonal mobiliration
suthority has been concentrated In the Director of Defense Mobiliration, Militsry
strength end defense production are to be greatly sccelerated st home, snd we are
bending svery effort to securs s similar build-up by other free metions. 1In =
gitustion of this urgency, it 1s eleerly imperstive to so organize our efforts
that we csn be sure thrt o1l netione)l progrsms sud pollicles, existing or eontem-
plated, will directly support the overriding netionsl objective and contritute
to 1t with meximum effectiveness,

To achieve this tightened unity of purnose in foreign sconcmie policy
and to insure its effective execution through cpersiing programse, three actlons
are necessary: (1) & Jecisicn to review, and if necessery to reshope, all exist-
ing foreign econaomic polieles end progrsms to f1t a true economle stretegy, ot-
taned o exlsting encles and positively geared in with current military snd
other strateglies; {2} Institution of high-level grrurgerents for bringine to beer
pelitiesl, militery, peychcloglesl, sné rescurce consider-tlone in soprelsing snd
gulding such an integreted econcmle strategy snd in eontimmouely controlling its
exesution through spproprinte opersting devicery snd {3) conselidetion of the
various eperating programs into s single forelgn operating sgeney respconsive to
the over-all strategy, playing = mejor vole in evolving 1%, and able to carry 1t
out through = veriety of instruments.

Mesnz for achieving the first two of these scticns ere understood to be
under considerstion elsevhere in the Exeeutive Branch; vhile the recommendetlicns
of this memorandum should be of sssistunee in the first two flslds, they sve pri-
nerily dirseted to the third. ' ’

During the esrly pert of ¥orld ¥Wer II the division of responsibllity
for foreign opersting prograns ameng = mumber of sepersle snd oftenm competing
sgeneles proved inefTective. Various intersgency ccordinsting devices were triad
wt fziled to remedy the situstion. Finally, drestie sctlon to schleve & con-
siderabls degree of integration proved necessary and s Foreign Feonomie Adninis-
tration wes formed vith sredominent rerponsibility for non-militsry lend-lease,
forelgn procurement snd development, » number of forelgn economie ecntrols end
senetions, forelgn relief rnd rehetilitstien, and & pert of the research rud in-
telligenee operrtions %o support there functlons.

, &t present, the severzl Porelgn opersiing progrmas sve sgoin widely
dispersed throughout the Covermment, The largsst foreipm ald progrrums are the
responsibility of FCA, tut the Amay, the State Devartment, the Ixport-Inpert
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Bank and to & lesger extent other Govermment sgencles are 211 snzsged in forel
grent, losn or techniesl sszistence cperstions. The U,5. chznnel to Untited
Hations rellef nnd technieal assistence progross ls through Stote, while the UL,
eontact with the Internationsl Bank ie through Tressury. GE4, Interior, ECA,
Hanltions Boerd snd Agriculture ell hawve responsibllity, elther for setuslly pro~
suring forelgn supplies lor United States use, or for determining the kind and
smount of such procurement, or for developlng edditicnsl forelgn orofuction for
such use. Export eontrcls ars adalnistered prineipelly by Coammeree; finsneisl
econtrels have Just bean Imstltuted under Treesury. Thers is no clearly essipgned
responslibility for determining the ursefulness ol more than one excnomic sanetlion
ageinst &« partleulsr nstion or for selecting snd opersting in verylng combinations
the most sulteble ssnotions, .

The dissdvantages of this dispersel have been generslly recoinized,
even belors the full gravity of the present emergency wes appsrent. Doth the
Hoover Comnisslion Report of 1949 snd the Grny Peport of last sumper recommended
eombination of majlor forelgn opersting progr:ms in & single ageney., The need
iz Tnr more acute today.

FEA of the last wer hed 14s deflclencles end it is not proposed thet
an exset repliee be recrsuted now. Hovever, the principle of combining the major
foreizn economie operations in e single agency hes advinisges which woulé nppesr
to be declulve, not only in globsl wer but also in & period of loealized wer and
large-scale mobilizetlion, requliring erreful husbending of netionel reszcurees snd
the coordinated use of sll instrumente of natiomsl power. Amcng the adventoges
of sentrelizetion sre tha following:

1. Assursnee thet the mejor forelgn progrems will not only be mutumlly
consistent but will be used as integrs)l perts of one comprehenslive foreign
economic strategy, pointed lo the amme objectives, gesred to s comaon timetable,
and cspeble of coneerted sdjuniment If chsnges In over-anll sirrtezy so diectate.

2. A meens Tor welghing the relstive vrlue of emch of teversl possible
economic instruments in schleving e perticulsr ohjeetive, &nd of seleeting end
spplying thet one or that combinstlon which sppecrs most promiving. This nekes
it possible to reinferee cne econcmic instrument with encther — 2.g., to
strengthen & friendly natlon both by furnishing needed sapplies rnd by V.5. pro-
eurenmant resulting ln dollar eernings, to uee economic zid both to meintsin
atebllity end as an incentive to grester production of reeded mrterisls, or to
apply pressure 1o & non~coopersilve country both through restriction of exports
te 1t and through refussl to import fros it.

3. 4 single chummel for conducting U.t, foreign eecncmic tronsactlons
with and operations within = given forelgm country, avolding the dengere in-
herent in the diverging nethods snd aims of sever:zl U.: . sgeneier independently
pressing their own objeetives with respect to that eountry.

4 A singls Torelpgn cl:simeant egeney to whiech U.i. resulrements and sllo-
eation bedles oen look for s eomplete und helsnced estimste of aporepete forelgn
recuirements,
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5. 4 single peint of deelsion snd a common set of erlteria as to hov our
limited export availebliitles ezn bect be distriluted among competing foreipn
elalments and uses Lo beat further dafense ains,

6. & comprehensive eveluation of foreige rescurse sv:ilabilitles for U.Z.
gnd nllled defense needs.

7. & foeal point for U.S. perticipation in mutusl essletence progrezs and
in other interzllied undertszkinge to mchieve the most effective use of the re-
sources of the free natlons for comon defenge,.

It is urgent to schieve & tightly knit, flexible foreign econonmle
stretegy snd t0 pat &l) ite couponent elements inte balanced operstions. As a
mujor step in that direetion, seceptonce of the prineciple of one foreign oper-
ating agency with global Jurisdietion iz strongly recommended. The detells
of the ageneoy'e orgsnization and povers, the deelslon as to exsetly which func-
tions and progrens should be trinsferred to it or initisted Yy 1t, and the
phasing of such setion, will of course requlre intensive anslysls snd w11l have
to be vorked cut by the sgoncles most Jdlveetly concerned. Consideration will
heve to be givem %o the ersstion of sppropriate intersgency mechinery. PCits
own views will be of primary vslue in thess respects., The followlng specifie
actions are cuggested hsre ss 2n Indlestlon of the nature snd scops of the cone
solicdetion contamplated in thae recommsndstlon.

Gonersl

The Econom!c Cooperation Administrstion shculd be redesipnated the
Defense Toreign Economic Administration., It should be instructed mnd should be
given the necegsary legel and edminlstrotive suthority to resdjust =11 its
present prograns to conform to the eurrent reguirements of seonomlec siretegy.
It should start immedintely to organize mnd prepsre for the addition of other

opersting programe ae suggested below, =nd to soquire such speclslized perconnel
es it will nesd to initiste functionz not nov performed elsovhere,

' ol o 3 e  ECA lg slrendy aamnist&rlng econonle
awiatﬁaea gwnt ":vmgr HIE t:; tha Harﬁlv,ll Plzn countriss »nd thelr dependent
overseas territorles, to Yugosiavis, Formoss, the Philippines, Indo-Chins,
Indonesin, Thailsand, Burms end the remnsnts of » progrom for :E;emth Kores. The
principal non-fCA great yprogrem for economic =id is the airmmy's GAPIOLE progrun
in Jupan end the Ryukyus. If this orogrem 1= to econtimie beyord the present
fisesl yeor, it night well be transferred ta DFEA, Similarly the progrom of
devalopment gronts recomu=nded in the Gray FHeport shouid, to the extent such
grants een serve the energenay sconomnle a‘bmtegy, be Initisted and sdministered
by DFRA. U.O. opernting pertleipetion in specizlized United Fetions! relief
retivities, much =2 the Intermetionsl Nefugee Crgeni-etion, the Intsrnationsl
Chiidren': Imergency Fund, snd the Pamlastine raf‘ugea resetilement program,
should be delegated tc DFTA by the State Depertazsnt, though Siste should retezin
its coordineting responslbility for U.L. ssriielipstion in 211 UN bodles.
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g ! .| n, The distinction hereto-
fore mintaiud betwoan eeommie aid e.imd at at.rangb}mning the basic economies
in vital foreign areas and the supply of materials and equipment in direct support
of foreign militery production will no longer have practical significance, since
the primary purpose of virtually all aid will be to assist each country to make
its beat contribution to the common defense, whether directly through production
of military supplies or raw materials or indireetly through meintaining its own
stability and strength, DFFA should have operating responsibility for all supply
assistance to foreign nations except military end-items,

3. Forelgm lospg. ¥CA has made loans as well as grants to FRP countries
and administers the loan to Spain enacted by the last session of the Rlst Congress.
The Export-Import Bank acts as the agent of ECA for these loans, and also for the
program of investment guarantees to private capital called for by the Fconomic
Cooperation Aect, In addition, the Export-Import Bank has extensive lending su-
thority under its own charter and power to borrow from the Treasury, The U.S.
has a strong influence on the lending program of the International Bsnk for
Reconstruction and Development. Finally, authority for foreign losns and loan
guarsntees 1s contained in Title III of the Defense Production Act, the adminis-
trative arrangementa for which are specified in Executive Order 10161. -

Since loana are an alternastive to grants and can serve s similar purpose
in the over-all economic strategy, DFFA should be given gaperal control over U,5,
foreign lending programs, For this purpose the Export-Import Jank should be made
a subordinate corporation of DFEA, Again, DFEA should have a strong voice in de-
term’ning the 7.8, position toward the policies and programs of the International
Bank, and DFFA should edminister the foreign loan and loan gusrantee provisions
of the Defense Production Act in sccordance with eppropriste Jdirectives,

Bawte S, gid, Administration ard sub-allocstion of
axport quotas to count.riea meeiving 7.8, assistance is a necessary adjunet to
operation of the assistance programs, and should therefore be veasted in DFFA,
Moreover, practical channeling of foreign supply to conform with U.S, and allied
objectives in the mobiligation period requires centralized control over U.5. ex-
ports whether or not financed by U.S. aid progrsms, As a general rule, therefore,
DFFA should exercigse control over export quotas for all countries, shouldreceive
and screen all foreign requirements for U.S. goods, and should bhe the sole export
claimant before Y.S. requirements and allocation bodies. Whether DFFA should also
perforn the actual export licensing function, in addition to determining quotas,
is of secondary importance.

: 3 8, The PFoint IV machinery which has been set up
under State Bapartment direction should be transferred to DFTA to provide close
integration with the fairly large-scele TCA technicel arsistence program already
in operation both in Furope and its dependencies snd in the Far East,

Responsibility for control of these functions is, at present, widely
dispersed throughout the Covermment. Hcsrld War TY risnce demonstrated (1) that
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actual procurement and development for procurement are inextricably related and
(2) that thore is need for maximum consclidation of foreign procurement into one
agency. '

Moreover, foreign procurement and development on the cne hand and
foreign economic assistance on the other are so conplementery as to constitute
integral and, at points, almost indistinguishable parts of the total operation,
For example, the problem of what resources the T.K. produces has as its counter-
part vhat the U.K. needs from other sources, Again, foreign procurement in a
neutral country may have the dual purpose of getiting the goods (procurement) and
of stebiliging the economy (economic asaistance). Conceivably, the foreign pro-
curement and development agency could operate through procurement and loan sgencies
outside its administrative jurisdiction, Yet the need for a single foreign oper-
ator appears to outweigh any gains which might come from grouping all domestlc
end foreign operations on a functional basis such as ell procurement or all losans,
The foreign operating egency in handling procurement and development should, of
sourse, obtain the maximum advice and mssistance from parallel domestic agencies
such as the Defense Minerals Administration, It should elso correlate 1ts efforts
with domestic procurement sgencies but in the final analysis the views of these
agencies should be advisory.

Integrated control of foreign procurement and development would involve
the followinz specific actions:

1, REstablishment of a centrsl point within the Government for the deternin-
ation of total U.3. requirements and available supply in the cagse of any given con-
modity. Such a point should be in a WPB-type or WFA-type agency, at the present
time most nearly represented by NPA and Agriculture. This type of agency sheuld
assume reeponsibility not only for determining requirements but for issuing the
broad supply directives for meeting those requirements. In the foreign field
these supply directives would be issued to the foreign operating agency.

2. The Munitions Board's responsibility for issuing procurement directives
to GSA for stockpile requirements should be transferred to the WPB-type agency.
Stockpile procurement sbroad would then be considered by the central programming
sgency simply as one segment of total U,S. demand,

3, The foreign procurement and development organigzation stould be ereated
in the foreign operating agency by: (a) transferring forsign procurement now
handled by GSA and the Depertment of Agriculture; (v) centralizing foreign devel-
opment activities now being carried out in a mmber of places in the Covernmsnt
in the foreign opersting agency.

4Le To effectively lemsnt the foreign procurement and development job,
an over-all buying and development corporation comparable to the 7.3. Commerclal
Corporation should be csteblished within the foreign opersting ag ncy. The cor-
porate form is needed because of the urgency of the job to be done and the need
for the widest legal latitude and flexibility in the conduet of operations.
Effective control of the corporation should be exercised by the forelgn opersting
agency, but the interasta of other Federsl agencies should be recognized., One
alternative for doing this would be to give them a place on the Board of Directors
of the corporastion, :
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Foreign procurement and development as well as the U.3, assistsnce
programs are important links in an interallled supply and produetion program,
Therafora, the foreign operating agency ought to play an important role in the
work of interallied supply and allocation boards, including the provisi-n of
some staff,

It is recognized, however, that the leading role on the U,S, side
should be played by the agency or sgencies dealing with the entire 1.S. supply
and production program ineluding the allocation of supply to foreign use and
the over-all production and development srrangements among the mllies,

Economic 3anctliong

In view of the pravailing uncertainty regarding the exast meaning of
the term Economic Warfare, the label "Feonomic Ssnetions® is used here to in-
dicate the various measures employed (a) to injure the ecoromy of the enemy,
or (b) where necessary, %o induce nsutrals to fashion t:eir economic releticns
with the enemy in accordance with U,S. and allied wishes,

The traditionsl Teonomic Sanctions developed in the two Vorld Mars
aret Embargo, “hipping Controls ("Paper Blockade"), Blacklisting, Preclusive
Buying, Foreign Assets Control and War Trade Agreements. In addition, Fxport
and Import Controls and Forelgn Economic #id, though aimed primarily at
strengthening the war economy of the U.S,, her sllies and friendly neutrals,
may also be used offennively (”aancti:ms"s to demage the enemy economy or to
put pressure on neutrals.

8hould responsibility for the handling of these many weapons in the
arsenal of ganctions be vested in a number of different depariments, boards,
comnittess and similar bodies, it wuld be difficult, if not impossible, to
obtain that degree of coordination and integration in planning and action
which ought to be obtained in the interest of maximm effectiveness. It would
seem advisable, therefore, to concentrate in DFFA the responsibility for con-
srete planning and, to s large extent, also for operations, in the entire area
of Eeonomic Sanections,

While some sanctions, Preclusive Buying for instance, could be admin-
1stered directly by DFEA, there will be other sanctions in regerd to which
sotual technlcal operations might be conducted by those long established
Govermmant departmenis which in view of their traditional functions, experience
and trained personnel seem best fitted for the task, e.g,, Treasury in the
field of Foroign Assets Control, DFFA would still aerve, however, as the gen-
eral directing body for the whole arsenal of possible sanctions, subject
always to high-level economic strategy decisions such s the working out of
over-all netional policies on sanctions, the outlining of basic strategic aims,
and the final decision on the psychological and pelitical advissbility of apply-
ing certain sanctions at a given time end with respest to a specific country,
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It follows from the foregoing that within the framework of over-all
policies laid down by top-level suthorities, the DFEA would plan, guide, and
generally direct our efforts in the field of Feonomic “snetions. In regard to
certain categories of sanctions, the agency would not only plan and direet, but
sotually conduct operations, Thisz complex task will require a systematle,
imaginative and ceaselens exploration of old and new ways in which all tha
various types of ssnctions might be used, To probe contimuously for conerets
possibllities of applying the economic weapon moat effectively and to prepars,
and revise, careful plans for the integrated use of there variocus weapons will
congtitute, therefore, one of the agency's primary functions.

Analvsis and Research

* Quite a number of agenclss are concerned at present with enalysis and
research in the field of foreign economics, While the data collected and pre-
sented by these varicus agencles are most valuable and useful, it is neverthe-
lesa true that each agensy 18 hound to concentrate on those foreign economic
issues which are akin to its own primary sphere of interest. The reports pre-
pared by CIA and other organigzations on the econcmies of foreign countries are
the result of plans and work schedules drawn up by these organlzetions with an
eye on their own specific needs and requirements, which are not necessarily the
same as those of the proposed DFFA, Certain gsps existing today in the coverage
and analysis of forelgn economics may even be due, at least in part, to the very
faot that heretofore therse has not existed within the framework of the U.S,
Government a strong and inaistent claimant for pertinent material,

, It would seem advisable, therefore, to establish within DFFA an Analysis
and Research Division which could pool and systematize the data collected by
other agercles; w-ich would be nuthorized to make specific demands on the
collecting agencles for additional data, and which, finally, could be relied
upon to produce by its own efforts comprehensive over-sll surveys and special
reports attuned to the specific needs and problems of the DFEA.

Nationel Securlity Resources Board
Foreign Activities Staff
December 21, 1950
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